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Environmental problem such as global warming, water pollution and air 
pollution has attracted more and more attentions from people all around the world. In 
year 2007, the Nobel Peace Price even awarded to former President of U.S. and IPCC, 
in order to thank them for their contributions in this area. 
We human beings have employed environment to do our service for free for a 
long time. The productivities are becoming more and more advanced for all these 
years. Meanwhile, that also means human being’s ability to pollute the environment 
become more and more advanced. After this level surpass the threshold of 
environment. Then the externality occurs. Environment is also a pure public good. 
Our present institution is not sufficient enough to handle this crisis. Today 
environmental problem is not merely a problem of Ecology, or a problem of 
Economics. It also matters sustainable development of us. 
This paper aims on how to protect the environment by adopting the Economic 
means on the ground of its property of externality and public good. This paper 
consists of four chapters.  
Chapter 1 is the theoretical part, which focuses on the theoretical evidence of 
externality and public good. Introduce Pigou Tax and Coase Theorem, which people 
use to resolve these problems. I then build a model to prove the existence of so called 
“double dividend”, which is based on the general equilibrium. At last, I investigate the 
relationship between the environmental tax and sustainable development.  
Chapter 2 introduces the environmental tax reform of the World’s typical 
countries. And what we can learn from their experiences. 
 Chapter 3 focuses on the current situation of Chinese taxation system, and 
analyzes the problems which exist in our country’s system in detail. 
Chapter 4 introduces the advice on the Chinese environmental tax reform, 
including the tax model we should choose, the premise of Chinese reform, the 
principle we should follow. 
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